T S e
o LR

| .
04035809 |
‘, 2
‘Tw&; 7 8 o L @'& A \ ’5
e A ‘
| Y SR \
| D . MICROFICHE }
n, o8 5 Y -
C}\ ' m\%@ | | NTROL LABEL

fCURRE)iT ADDRESS

» *FORMER NAME .
’.*N , PMESS&D
Ew ADDRESS |
| /g"u" 57 100
~ o —

o e T o von LS

F g

B .
W
12G3-25B N
(INITIAL FILING) AR/
S (ANNUAL |
- - . REPORT “
BR (REINSTATEMENT) - | |
STPPL
L (OTHER) - |
L -

DEF 14A (FROXY) [_—]
| ‘
OICF/BY: / /K(// .
fa J4
Do : ‘%Zf///ﬂ% ‘







‘Adv'antage Energy. Income: Fund - ; k 7y e - : e . ’ 2003 Annuzal Report mkl.ln‘itholders'

éaaset anga ? ANCIAL STATEWENTS

3 %

~ MAMGEMNT’S Rzpon.

‘Advantage Energy Income Fund Management fakes responsublllty for the preparatlon and presentatlon of the
. .consolidated flnanmal statements together with the operational information contained-in this report.: The financial
statements have been prepared by Management in accordance with Canadlan generally accepted accounting principles.

‘Estimates have'been. used in the preparation of the consolldated fmanr:lal statements when transactlons affecting
the reporting .period cannot be finalized until a later date. The carrying value of oil and gas interests reflects:
- Management's bestjuclgement with.regard to the underlying assets. Other financial-information contained throughout

'thls annual report is consistent with that provnded in the consolldated fmanClaI statements,

*Management has developed and malntams a:system-of lntemal control that provides reasonable assurance that all
¢ #ransactions are accurately and rellably recorded; that the consolidated financial-statements accurately report the
: Fund 'S: operatlng and financial results and that the Fund’s: assets: are. safeguarded :

Tne Audit. Commlttee comprised of non- management dlrectors acts on behalf of the Board of Dlrectors to ensure
that Management fulfils its financial reporting-and lnternal control responsmllltles The Audits Commlttee has re-

viewed the consolidated financial, statements with management and KPMG LLF the Fund's external audltors and.
”has reported to the Board of Dlrectors thereon. The Board of Directors has approved these consotldated financial
statements. ", . : :

Kelly I. Drader. . . Peter A, Hanrahan

President & CEQ. -~ R : CFO & Coiitroller

S April 7, 2OQ4 -

Aummas Rt?oﬁt

S To the Unitholders. of Advantage Energy Income Fund:

“We have audited the consolidated balance sheels of Advantage Energy Income.Fund as at December 31, 2003and.
2002 and the consolidated statements of i income and accumulated incomeand cash flows for the years then.ended.
These financial statements are the. responsnblllty of the Fiund's-management.” Our respon5|b|||ty is to express an
opinion on these financial statements based on our audits,

We conducted our .audits in accordance with Canadian generally accepted auditing standards. Those standards
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free
of material mlsstatement An audlt includes examlnmg, on a test ba5|s evidence, suppomng the amounts and
disclostires in the fmanCIal statements Anaudit also includes assessmg the accounting prln(:iples used and signific .
cant estimates made. by management as'well as evaluatlng the overali fmanc:al staterment presentation

“Incour oplnlon, ‘these consolld\ated financial statements present fairly.in all material respects, the financial position
of the:Fund as at December 31, 2003 and,,:2002 and the results of its operations and its cash flows for the years
then ended in accordance with Canadian‘generally accepted accounting principles.

KPMG l,té '
‘Chartered Accauntants

Calgary, Canada
April-7, 2004
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{thousands of .doliars)
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December 31,.2002

Assets

Current assets

Accountsreceivable $ 34,181 $ 24,057
Fi'xed:‘assets {riote 4).°
Propertyand equiprment 666,202 488,681
Accurriulated deplétion-and depreciation (153,404) (100,889)
512,798 387,792
Goodwill 27,773 -
$ 574,752 $.411,849
Liabilities
Current liabilities
Accounts payable and accrued liabilities $ 53,287 $ 26,238
Cash distributions payable to Unitholders 8,445 4,878
Bank. indebtedness. (note 5) ¢ ' 102,968 114,222
164,700 145,336
Capital lease obfigation {note 6‘) 2,043
Provision for future site restoration 8,451 5.396
Future income taxes (ricte 8) 77,418 77,064
252,612 227,796
Unitholders’ equity-
Unitholders" capital (noté 7:and 10) 302,496 161,452
Convertible debentures (note 7) 99,984 55,000
Accumulated income 72,022 36,581
Accumulated.cash: distributions (152,362) (68;980)
‘ 322,140 184,053
$ 574,752 $ 411,849
Commitments {note 1 ‘I’)
see accorhpanying- Notes to' Consolidated: Financial® Statements
On behalf of the Board of Directors:
Rodger A Tourigny Kely 1w Drader
' Director . -

_ Director




Advant:;ge Energy Income Fund- o ' R 2003 Annual Report to Unithalders

. Consounaren Swarewents oF Incowe anp Accumutarep Incowe

{thousands. of dollars)

Fof the year ended - For the year ended

- December 31, 2003 December 31, 2002
Revenue
Petroleum and naturat gas sales - ; $ 166,075 $ 97,837 ,
Royaities, net of Alberta Royalty Credit (28,4917) (17.344)
' 137,584 80,493
Expenses
Operating : 25,618 18,486
General.and administrative g 3,216 2.624
Management fee (note-1) . . 1,679 930
Non-cash performance’incentive (note10) . 19,592 16,475
Interest- ; i 6,378 I 4,272
Deplétion; depretiation and site restoration S 53,822 ‘ 47,074
\ ‘ 110,305 ! 83,861
Income (loss) before taxes N ‘ 27,279 ' (3,368)
Future income tax recovery:(note 8} (18,138) (15,992) -
fncome and-capital taxes (note 8) 1,253 ' 529
{16,885} (15,463)
Netincome. = - ; ] . : 44,164 , 12,085
Accumutated'income;: eginning of year" o S : 36,581 R 28,044
Costs.on issuance'iof convertible debentures®. .. - (4,018} (2,443)
Interest on convertible debentures. : (4,705) (1.115) .
Accumulated income, ‘end of year .0 oo : $ 72,022 $ 36,581
Net income per Tru%;t Unit (note 7) k ‘ ‘ :
Basic and-diluted $ 1.29 $ 0.41

see accompanying. Notes to Consolidated Financial Statements

®
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L (thousands of dollars)
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For the year ended
December 31, 2002

Operating Activities

see gccornpanying Notes to Consolidated Financial Statements

Net income $ 44,164 $ 12,095
~Add (deduct) items not requiring cash:
Non-cash perfarmance incentive 18,592 16,475
Future income taxes (18,138) (15,992)
Dopleuon depreciation and sxte restoration 53,822 471,074
Funds: from operatlons = k 99,440 53,652
Changes in rion-cash working capital (975) (788)
Cash provided by operating-activities 98,465 52,864
Financing Activities
Units issued, net of costs - 76,436 18,430
Convertibie debentures issued, net of costs 85,982 52,557
Interest on convertible debentures (3.935) -
Increase. (decrease)-in hank:debt (11,254) --91,055
- Cash distributions to:Unitholders (79,815) (45,693)
Cash-provided by financing activities 67,414 116,349
lnvesting:Activities
Expenditures on property. and equipment (76,212} (42,652}
Property acquisitions (1,848) (8.698)
Property dispositions 6,112 800
Acquisition of MarkWest Resources Canada Corp (note 3i) (97,025) -
Acquisition.of Best Pacific Resources Inc. (note 3ii) - (53,448)
- Acquisition.of- Gascan Resources.Inc. (note 3iii) - (63,799)
Changes in non-cash working:capital 3,094 (527)
Cash used.in investing activities (165,879) (168,324)
Net increase in cash’ ‘ - 889
Cash {bank mdebtedness) beqmnmg of yedr - (889)
Cash, end of year 3 - $- -
Supplementary ¢ash flow information
Interest. paid $ 6,414 $ 4,560
Income and capital taxes paid 3 858 $ 1,104
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%%errs 1 Consouioaren Franone Stwemenms
December 31, 2003,
All tabular-amounts in thousands except-for per share amounts

S?Pﬁﬁ?ﬁ?\% §§ ?%E TRUST

Advantage Energy Income Fund ( Advantage the "Trust! or the "Fund”y was.formed onMay 23, 2007 as a resu It
of the-conversion.of Advantage Oil & Gas Ld: (‘AOG") {formerly Search Energy Corp.J into a royalty trust. The
purpose of the conversion was to create a trust entity- which distributes substantially all of its cash flow to Unitholders
on'a monthly basis. The Fund's strategy is to minimize exposure to-exploration risk while focusing on growth through
acquisition and development of producing crude oil and-hatural gas properties.

Advantage is an open-ended mutual fund trust.created under the laws of ‘the Province of Alberta pursuant to a Trust
Indenture dated April 17, 2007 between AOG and Computershare investor Services Inc. {formerly.the Montreal Trust
Company) as trustee: The Trust commenced cperations on May 24, 2007. The beneficiaries of the Trust are the
holders of the Trust Umts {the “Unitholders”).

The prmcrpal undertaking of the Trust is te 1nd1rectly acquire and hold, through its wholly-owned subsidiary, AQG,
interestsin petroleuim and natural gas properties and assets related thereto. The Trust's primary assets are currently
the cormmon shares of AOG, a royalty in the producmq propemos of AOG {the "ADG Royalty”) and notes.of ADG {the

"AQG Notes”).

In accordance with the terms. of the Trust !ndenture the Trust will make cash drstrsbutlons o Unitholders of the
interestincome earned from the AOG Notes and royatty i mcomp garned from the AOG Royalty The AQG Royalty and

. the AOG Notes result inthé effective transfer of the économic interest in the properties of AOG to.the Trust. However,

while-the royalty is a contractual interest in- the properties.dwned by AOG, it does not confer ownership in the
underlying resource properties.

The Trust is managed by Advantage Investment Management Ltd. {the "Manager”). The Manager receives a man-
agernent fee and an incentive fee pursuant e a Management Agreement as approved: by the Board of Directors.
Management fees are calculated based on 1.5% of operating cash flow which is defined as revenues less royafties
and operating costs. Management fees also include an incentive fee equal to 10%, of the:amount by which the total

return to investors cheeds 8% (see note 10).
¥ Sﬂ‘é‘fz ’?:,u?, &&Wﬁﬁﬁé? Rgé&h‘éﬂ‘\e& POLIDIES » o

The management of Advantage Energy Iricome Fund prepares its consolidated financial statements in accordance

with Canadian generally accepted accounting prlnclples The preparation of consolidated financial staternents requires
managerment 1o make estimates .and assumptions that.effect the reported amount of assets and liabilities and
disclosures of contmgencres at the date of the consolidated financial staterments and the reported amounts of rev-
enues and expenses during the périod. The following significant accounting policies are presented to assist the reader
in evaluating these consolidated financial staternents and, together with the notes, should be considered an integral
part of the consolidated financial statements.

AQG is an oil and natural gas exploitation and development company cperating in Western.Canada that isa wholly
owned subsidiary of the Trust. These financial statements ‘include the accounts of the Trust and ACG on a consolidated
basis. Allintercompany-balances and transactions:have been eliminated.

- Progerty. and eguipment

) By ra%wm apd natural gas grspames and reiataﬁ ?@egmm
~ The Fund, follows the full cost method of: acwuntmg in accordance with Lhe guideline |ssued by the Canadian

Institute-of Chiartered Accountants whereby all:costs associated with the acquisition of and the expioration for and
development of petroleum and natural-gas reserves, whether productive or unproductive are capitalized.in a Canadian
cost centre and tharged to income as set out below. Such costs include lease acquisition; drilling, geological and

)
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geophysical costs and overhead expenses related to exploration and development activities. Costs of acquiring and
evaluating unproved properties.are excluded from depletion calculations until it is deterniined whether or not provon
JuTeSeryes.are attnbutable‘to the:properties or impairment oceurs,

. G upon C n of petroleum dnd'n ural qas -properties unlcss credmng the -
proceeds agarnst accumulated co‘;ts would result | ln a change in the rate of depletlon of 20% or more.

Depletion of petroleum and natural gas properties and depreciation of lease and well equipment is. provided on
accumulated costs using the unit of production method based on estimated proved petroleum and .natural gas
reserves, before royalties, asdetermined by indeperdent engineers. For.purposes of the depletion calculation, proven
petroleum-and natural-gas reserves are converted to a common unit of measure on the basis of one barrel of oil or
liquids being-equal to'six mcf of natural gas.

The.depletion and depreciation cost base includes total capitalized costs, less costs of unproved properties, pius a
provision-for-future development costs of proven undeveloped reserves.

Thenet cérrylng value of the.Trust's petrofeumn and natural gas.properties and production equipment is limited tc an
dltimate recoverable amount.. This amount is:the aggregate of estimated future net revenues from proved reserves
and the costs of Unproved properties, net of impairment allowances, less future estimated production costs, general

“and administrative costs, financing .costs, site restoration and- abandonment costs, and. income taxes. Future net
revenues ‘are estimated using prices’ and. costs withotit escalation or discounting; and the income tax and Alberta
Royalty Credit legistation in effect:at the year-end. : ‘

{b) Furniture and equipmisnt

The Fund records furniture and equipment at cost and provides depreciation on the declining balance method at a
rate of 20% per annum which-is designed to amortize the cost-of the assets over their.estimated useful lives.

Future site restoration.

The estlmatr,d cost of future site restorauon and abandonment is based on‘the current cost and the anticipated

method. and extent of site restoration. in accordance with’existing legislation and industry practice. The annual

charge; provided for on a unit. of productiofbasis, js accounted for-as’part of depletion, depreuatlon and site
* réstoration expense Actual site restorauon expendltures are charqed 10 the accumulated prowsxon account as in-
. curred : , :

s

* Heasurement uncertainty

The amounts recorded for depletion.and deprecuatlon of propeny and eqmpme,nt and'the provision for future site
restoration costs are based on estimates. The ceilifig test calculation is hased on.estimates of proved reserves,
production rates, oil and natural gas prices, future costs and-other relevant assumptrons By their nature, these
estimates are subject to measurement uncertainty-and the effect on the consolidated financial statements of changes
in'such estimates in future years could be significant.

loint pperations

The accourts of the. Trust reflect its proportionate, interest in explorauon and production activities conducted jointly
wrth others.

- Lash disiributions

Cash distributions are calculated onan accrual basis and are paid to Unitholders monthly based on cash avaitable for
distributions. '

income tases

The Fund is a taxable trust under the Income Tax Act {Canada). Any taxabie income is allocated to the Unitholders
and therefore no provision for income taxes relating to the Fund is included-in these financial statements.
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The Corporation follows the liability method of accounting for incoine taxes. Under this method future tax assets and
liabilities are determined based on differences between financial reporting and income tax bases of assets and
liabilities, and are measured using substantially enacted tax rates and'laws expected to apply when the differences
reverse:. The effect on future tax assets and liabilities of a change in tax rates is recognized in net income in the period
“in which thechange is substantially enacted.

Financial instruments

From time to time, the Fund Uses various flndncrai instruments to manage risk associated with crude oil and natural
gas price fluctuations. These instruments: are-not. used for trading or speculative purposes. Proceeds and costs
realizedt from holding the related-contracts-all of which constitute; effective hedges, are recognized- in oil and gas
revenues at'the time that gach transactron under a contract is settled (see note 9) :

| S Goodwit

: Goodwﬂl is the excess purchase price over the fatr valte of» tifiable assets and habllmes acqutred Goodwilt | is not
amortized, Goodwill impairment is assessed’ annually at December 31, or as economic events dictate, by comparing.
the fairvalue of the reporting unit to its carrying value; including goodwill. If the fair value:of the reporting.unit is less
than its carrying value, a goodwillimpairment loss is recognized as the excess of the carrying value of the geodwill
over the fair value of the goodwill.

Unit-based compensation

The Trust has & unit-based Comppnsation nlan {the “Plan”) for external directors of the Trust, which is described in
Note 7. T he exercise price of the rights granted under the Plan may be reduced in future periods in accordance with
the:terms of the Plan, The amount of the Teduction cannot be reasonabiy estimated as it'is dependent upon a
namber of factors mcludmg but not limited-to, future prices received on the sale of oil and natural gas, future

’ ’productron of oil and natural gas, determination of amounts to be withheld from future distribitions to Unitholders to

_fund capitat expendituresand the purchase and saleof property, plant and equipment. Therefore, it is not. possible
to determine & fair value for the rights granted under the Plan using a traditional option pricing mode! and compensation
expense has been determined based on the intrinsic valug.of the rights at the date of exercise or at the date of the
financial statement for unexercised rights. Compensation expense associated with rights granted under the Plan is
deferred and recognized in gamings over the vesting period of the Plan with a-corresponding increase or decrease in
contributed surplus.. Changes in the intrinsic value of unexercised rights after the vesting period are recognized in
earnings in the period of change with a corresponding increased or decrease in contributed surpus. This method of
determining compensation expense may result in large fluctuations, even recoveries, in compensation expense due
to changes in the underlying Trust unit price. Recoveries of compensation expense will only be recognized to the
extent of prevrously recorded cumulative-compensation-expense associated with rights. exercised or outstanding at
the date.of the financial statemments. Consideration paid upon the exercise of” the rights together with the amount
previously recognized in contrrbuted surplus is recorded as an increase.in Umtholders capital.

The Trust has netincorporatéd arn estrmated forfelture rate for rights that will not vest, rather, the Trust accounts for
actual-forfeitures as they occur. ,

Por unit amsunts

Net income per unit.is calculated using the weighted average number of Units outstanding during the year. Diluted
net income per unit is calculated using the treasury stock method to determine the dilutive effect of unit based
compensation.

Revorme recogaition

Petroleurn and.natural gas revenues are recognized when the title and risks pass to the purchaser.
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3

ACQUISITIONS ; v
(i} MerkiWest Resources Canada Corp.
On December 2; (2'003~Advantage acquired all of the issued and outstanding shares of MarkWest Resources Canada
Corp. ("MarkWest") for cash consideration of $97.0 million; “Thie acquisition is being accounted for using the purchase
[method with the results of operations included in the consolidated financial statements as of the closing date of the
acquisition. The purchase price has been allocated as follows:
Net assets acqunred and llabtlltle§ assumed.k ; SR ConSideration: c
Property and equipment $ 105,573 Cash $ 96,769
Goodwill ' 27,773 Acquisition costs incurred - 256
Net working capital (14.027) $ 97.025
Capital lease obligation - (2,054) e
Future.income taxes (18,492)
)

Future site restoration =™ (1 748 X

S 97,025

i Rest ?aczé’ ¢ %%éfgﬁamza %ﬁ:ﬁt

On November 18, 2002 Advantage acquired.all of the |s'aued and outstandmg shares of Best Pacific Resources Ltd.
(*Best Pacific”), an oil and natural gas:company, for cash.consideration of $53.4 million. The acquxsmon has been
accounted for .using the purchase method with the results of operations. included in the consolidated financial
statements frorn the date of acquisition. The purchase. price was. allocated as follows:

Net assets acquifed and Habili‘t/ies assumed: - o Consideration:-
Property and equipment $ 46,852 o Cash $ 51,849
Future income taxes 7.737 Acquisition'costs incurred. 1,599
Net working capltal G : 212 $ 53,448
‘Future site restoration: . {(1.353)

$ 53,448

{iif} 535(5&? Resources Ltd,

On January 4, 2002 Advantage-acquired the crude ofl and natural gas assets of Gascan Resources Ltd: (‘Gascan")
for cash consideration of $70.7 million. Results from operations are included.in the Fund’s consolidated financial
statements from the date of acquisition. The acquisition has been accounted for.as a purchase as of the closing date
of the acquisition. The purchase price has been'aliocated as follows:

Net assets acquired and:liabilities-assumed: Conéideration:
- Property and equipment $ 108,592 Cash $ 69,000
: Future income taxes (37 893) o Acqucsmon costs incurred 1.699

s 70 699 ‘ ' $ 70,699
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FIKED ASSETS

During the year ended December 31, 2003, Advantage capitalized general and admlmstratlve expenditures directly”
related to exploration and developrnent activities of $1,804,000 (2002 - $1,319,000). ’

Costs of $22,300,000 (2002 - $18,010,000) for unproven properties have been exc!uded from the calculation of
depletion expense, and future development costs of $43,152,000 (2002 - $10,030,000) have been included in
costs subject to depletion.

As at December 31, 20083, the estimated future site restofation costs to be accrued over the life of the remaining
proved reserves was $21,099,000 (2002 - $16,350,000). Included in depletion and depreciation expense is
$1,307,000 (2002 - $947,000).0f site restoration expense for the year ended December 37, 2003.

BAk %ﬁ 2?@%5&3 éESS

Advanmge hasan agreement with & Canadian chartered bark whvch providesfor-a $1.70 million extendible revolving
loan facility and a $10 miltion operating loan facility both of which mature on-May 28;:2004 - The loan’s interest rale. -
is-based-on either prime-or bdnkers acceptance rates at the Trust's option subject to certain basis point or stamping
fee ‘adjustments rariging from 0% to' 2% depending on the Trust’s debt to cash flow ratio: The credit facilities are
secured by a $250 million floating charge demand debenture, a general security agreement and a subordination
agreement from the Trust covering afl assets and cash flows. For the purpose of the cashiflow statement the bank
overdraft amount is considered cash equivalents.

At December 31, 2003, the effective interest rate on Lhe outstanding amounts under the facility was

dpprommately 4.3%.

{3%’ TAL LEASE. GBLIGATIONS

The Trust has capital leases on compressors Future minimum lease payments at December 31, 2003 consist of the
following:

2004 ~ Cs 443
2005 ' 443
2006 ' ST 443
2007 E o 1,364
. ' $ 2,693
Less amounts representing interest @ 5.5% {329)
, 2,364
Current portion . (321)
' $ 2,043

-
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7. URITHOLDERS EQUITY

{i) Unitholders' Capital
(a)-Authorized

(i) Unlimited number of voting Trust binits

(b) Tssued ,
. o s /Number of Units g Amount
" ‘Balance at December 37, 20071 Cu 24,598,782 3128616
+ " Issued for cash, net of costs: . o 2,500,000 , o 18,430
Non-cash performance incentive ‘ , 1,102,163 , , 14,406
‘Balance at December-31;2002 © . - - 28,200,946 e e 167,452
Issued for cash, netof costs 5,100,000 76,136
Units issued on exercise of options 35,000 300
Issued on conversion of debentures 3,387,261 45,016
Balance at December 37, 2003 36,717,206 $ 282,904
Non-cash performance incentive ' 1,099,104 19,592
37,816,310 $ 302,496

'On January 29,2002 Advantage’ issued 2,500,000 Trust Umts at $7.90 per Trust Unit. Total net proceeds were
: ‘518 4. million (net of i issue costs of $1.3 million):

- On January 27, 2003 Advantage-ssued 1,102,163 Trust Units to satisfy the obhqauon related to the performance
incentive (see note 10).

On December 2, 2003 Advamage issued 5,100,000 Trust Units-at $156.75:per Trust Unit. Total net proceeds were
$76.7 millicn (net of issue costs of $4.2 million).

On-January 27, 2004 the Trust issued. 1,089, 1 04 Trust Units to satisfy the obligation related to the 2003 performance
incentive fee (see note 10). '

i) Convertinle Qsﬁza;’sm{es
v 10%:debentures 9 % debentures  8.25% debentures  Total debentures

Balance at Decembér 31, 2002 55,000 - - 55,000

Issued: ‘ - 30,000 60,000 S0,000
Converted to Trust Units (44.786) : - . (230) (45,016}

Ralance at December 37; 2003 10,214 30,000 59,770 99,984

On October 18, 2002 Advantage issued $55 million principal. amount of 10% convertib\'le unsecured: subordinated
debentures. The debentures mature on November 1,.2007; pay, interest semi-annually and are convertible at the
option of the holder into Trust Units of Advantage at $713.30 per Unit pius accrued and unpaid interest. The
debentures and the related interest obligations will be classified as equity on the ‘consolidated balance sheet as the
Trust may elect: to satisfy the debenture interest and. principie obligations by the issuance of Trust Units. Issue costs
associated with the convertible debemura approximated $2.4 mnlhon
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On Ju!y 8,-2003 Advantage issued $30 million prmcspal amount of 9% convertible unsecured subordinated debentures.
The debentures mature on August 1, 2008, pay.interest semi-annually:and are convertible at the option of the holder

~into Trust Units:of Advantage at $17.00 per Unit plus accrued and unpaid interest. {ssue costs associated with the
convertible debentures approxlmated 31.5. mxlhon and have been charged to.accumulated income.

i On Decémber 2, 2003 Advantage issued 560 million principal arnount of 8.25% convertible unsecured subordl»
“nated debenturgs. The debentures mature on. February-1, 2009, pay interest semi-annually and are convertible at
the cption of the holder.into Trust Unlts of Advantage at.$716: 50 per:Unit plus accrued and unpaid interest. Issue
costs associated with the ‘convertible: ‘debentures approx&mated $2.5 million and have been charged o ac:
cumulated income. ,

The convertible debentures and the related interest obligations are:classified as equity on.the consclidated balance
sheet as the Trust may elect to satisfy the debenture interest and principle obligations by the issuance of Trust Units.
Duririg'the year ended December 31, 2003 $45,016,000 debentures were converted resulting in the issuance of
3,381,267 Advantage Units.

{ifi) Trust Units Rights Incentive: Plan

 Effective June 25, 2002 a-Trust Units Rights Incentive Plan for external Directors:of the Fund was established and
approved bythe Unitholders of Aclvantaqe A totalof 250,000 Units.have been reserved for issuance under the plan.
_The initial exercise‘price of rtghts grantpd under the plan may not be less than the current market price of the Trust
Units as of the date of the:grant and the’ maxumum term of ‘each rightis ot to exceedi ten years. * At the option of the
_rughts holder the exercise price of the: rights can be adJuxted downwards over time:based upon distributions made by
the Trust'to Unitholders: No compensatich expense. s recognized for-the rights plan when the rights are issued. Any
consideration received on exercise of the Unit right is credited to share capital.

Number Price
Balance at December 31, 2002 v 175,000 , ‘ $ 10.58
Exercised ', ~(35,000)
Reduction-of exercise price - < (271
Balance at December 31, 2003 140,000 : $ 7.87

TheTrust has elected to prospectively adopt amendments to CICA Handbook Section 3870, "Stock-based Compensation

" and Other. Stock-based Payments” pursuant to the transitional provisions contained therein. Under this amended
standard the Trust must accolint for compensation:expense based on:the fair value'of rights granted under its
unit-based compensation plan. Asthe Trustis unableto détermine the fair value-of the rights granted, compensations
expense has been determined based on the- intrinsic value, of the rights-at the exercise date or at the date of the
financial statements for unexercised rights. As there were no Trust Unit Rights issued in 2003, there was no impact
on net income,

Had the Trust adopted this standard for rights granted since January. 1, 2002. pro-forma net income wolld have
decreased by $1.0'million {2002 - $0:4 million).

Pro.Forma Results . 2003 2002
Net income as reported ' : $ 44,164 . $12,095
Less: .compensation expense for rights issued in 2002 . 1,000 410
Pro forma.net income ; 3 43,164 $ 11,685
Net income per Trust Unit - basic and diluted §
As reported : s 129 , $ 041
Pro. forma : ; ' $.0 1026 $  0.39
A1y
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The calculation of net income: per Trust'Unit is based on Lhe basm and diluted welghted average number of Trust
Units outstanding during the:year ended December 31,2003 of 30,536,236 and 34,040,645 respectively and
basic and diluted Trust Units outstanding of 26,900, ‘\52 and 27,829,645 respectively for the year ending
December 31, 2002.

8. E?éﬁ(}?ﬁ% TRAES
The taxable income of the Fund is comprised of interest income related to the AOG Notes and rdyalty income from the
AQG Royaity less deductions for Canadian Oil and Gas Property Expense (COGPE) and unit issue costs,

The provision for income taxes varies from the amourtt that would be ccmphted by applying the combined Canadian
federal and provincial income tax rates for the following.reasons:

For the year For the year

ended - ended
] .- Dec. 31, 2003 Dec. 31, 2002

Income (loss) before taxes : o , $ 27,279 $  .(3,368)

Expected: incorme tax expense (recovery) at statutory rates 11,131 (1,424)
Increase (decrease).in income taxes resulting from:: :

Non-deductible Crown charges ‘ 7,029 6,044

Resource allowance (8,798) (6,458)

Amounts included in trisst incomie and other (27,500) (14,154)

Future income tax recovery s : : ] {18,138) (15,992)

Income: and. capital taxes. s ; , 1,253 . 529

‘ ‘ - S (16,885) $ (15463)

The components of the future income tax Iiabiiity_ at December 31 are as follows:

2003 ' 2002

Property and-eguipment in.excess of tax basis , o $ 88,236 $ 80,402
Future site restdration deductions (2.872) (1.7171)
~ Non-capital tax loss carry forward o : (8.327) \ (1.877)
Other : : ‘ . 381 250
Future income tax hablllty v $ 77418 $ 77,064

The Fund has non-capital tax. loss carry forward of approximately $21.0 miltion of which $0.3 million expires in
< 2006, $12.5 million in 2009 and $8.2 million in 2010,

L]
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FINANCIAL IMSTRUMENTS

Financiai instruments of the Fund consist of current assets, current liabilities and bank indebledness. As at
December 31, 2003, there are no significant differences between the carrying amounts reparted on the balance
sheet and the estimated:fair values of the financial instruments due to'the short terms to maturity and the floating
interest rate on the bank debt: Substantially all of the Fund's accounts receivable are due from customers in the ol
and gas industry:and are subject'to riormal industry credit risks.. The Trust is also exposed to interest rate risks to the
extent that bank debt is at & floating rate of interest: ’ i

The Fund uses various types of derivative financial instruments to reduce its exposure to fluttuaticns.in commodity

- prices. Thefair value of these derivative iristruments are based on an estimate‘of the amounts that would have been

paid to or.received from counterparties to settle: theses instruments. The Fund is exposed tolosses in the event of
default by the counterparties to-these instruments. The Fund manages this risk by dealing with financially sound
counterparties. ‘ ‘

As at December 31, 2003 the Fund fiad no outstanding hedge contracts,
NON-CASH PERFORBIANCE NCENTHE ‘ '

The Manager. of the Fund is entitled 10 eam an annual performance incentive fee which is calculated based on the
total return of the Fund. '

The Manager earns the performarnce incentive fee when the Fund’s total annual return exceeds 8%. The total annual
retuim was calculated at the end of the year by dividing the year over year change in Unit price plus cash distributions
by the opening Unit price. The 2003 opening and:closing Unit prices were $13.07 and $17.83 respectively. (2002
opening and'closihg Unit prices of $8.02 and $13.07 respectively). Cash distribution for the year amounted to
$2.71 per Trust Unit {2002 distribation of $1.73). Ter percent-of the amount of the total'annual return in-excess of
8% is multiplied by the market capitalization (defined as the opening Unit price multiplied by the average number of
Units outstanding during the year) to.determine the performance incentive. On January 27, 2004 the Fund issued
1,099,104 Advantage Trust Units to satisfy the performance fee obligation. The Manager does not receive any form
of compensation-in respect of acquisition or divestiture activities:

CONBITRENTS

Advahtage has lease commitments relating to office buildings. The estimated annual minimum cperating lease rerital
payments for the buildings, after deducting sublease income are s follows:

2004 , s 804
2005 . - L 737
2006 : : : 737
2007 . « 704
2008 © 283
$3.265

On February‘24, 2004 the Fund announced that it had entered the foliowing natural gas hedge transactions for
2004 and 2005: ‘

Nawral Gas - fipril- to December 2004 ,

Volume : ' ; . ‘ 50.4 mmcf/d

Fixed price’(average) = = | : ’ . $6.712/mcf

Matural Gas - January to-March 2005 ;

Volume © . , L _‘ ( b 105 mmef/d

Fixed price (average) ‘ : . ) ) $6.30/mct
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